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PROSPECTS FOR MULTINATIONAL ENTERPRISE IN LATIN AMERICA B

Conclusions

Difficult years lie alicad for multinational enterprises

in Latin America and the Caribbean because of conflicting

A i

national and corporate goals. Many governments are now

actively involved in planning for economic development.

They want to expand local cmployment, incrcase exports, and
gain access to modern technology. Investment by multi-
national enterprises can play an important role in achieving

these aims, but governments want it on their own terms.

Many of them feel that local control over the actions of
multinational enterprises has been reduced by the size, power,
and geographic dispersion of their operatiouns.

In order to reassexrt local authority, many governments

have been defining arcas for participation by foreign
business, limiting foreign equity shares, and restricting

what are usually considered to be management prerogatives.
Formal and informal restrictions are most widespread in
extractive industries, wheres governments are concerned that
nonrenewable resources be exploited to the besi advantage of
the local eéonomy. In the next few years, the most successful
firms will include:

. Existing firms, particularly those in manu-

facturing, which accommcdats the desires of

the local governments.
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- New entrants willing to adopt flexible
arrangerents such as joint ventures, or

providing‘qonsulting and technical services.

Even adjusting to government desires will not guarantee

protection from nationalization, especially if the firms's

operations are in key economic sectors. The potential for

confllct between multinationals and governments is the

greatest in natural resource exploitation. It is here that

national sensitivities are greatest because of the key position

of  _ mineral industry in many countries.

.The ability of Latin American governments to create and

sustain rapid rates of economlc growth and a8 reasonable degree

h
0,,:7:«.4)*'» .
of political responsibility will, \determine the future nature

-

and extent of the multinational presence. Stability and

prosperity better enable local governments to deal confidently

and responsibly with the multinationals and to blunt the sharp

edges of local nationalism; conversely, multinational corpora-

tions are then more able and willing to contribute to economic

growth and to benefit from it. Mexico and more recehtly,

Brazil have created these conditions, and the results in the

growth of US investment are quite apparent.
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Introduction

1. The rapid expansion of multinational corporations
(MNCs) in the last three decades has produced a new and
powerful phenomenon on the world economic Scene. Traditional
foreign direct investment typically had involved the estab-
%ishment of subsidiaries to produce products for sale in

’QEEG'marketsor to exploit local resources for their own use.
The unique characteristic of MNCs is their global outlook,
with firms in one country supporting company activities in
another. They are large, with annual ‘sales of hundreds of
millions -~ sometimes billions —- of doilars. They often
condﬁct business in numerous countries, control vast
-resources, operate in markets witﬁ few buyers or sellers,
and maintain their positions by developing new technology
or special skills, or by using product differentiation or
advertising. They often exert a significant influence on
the rates and patterns of capital formaticn in host
countries. Their economic (and political) impact has been
especially profound in less developed countries. .

2. lLatin American governments have become increasingly
concerned about the role of powerful MNCs in their economies.
They see MNC operations in their countries as only part of a
global corporate picture, and as frequently unresponsive to

national goals. Many governments are now consciously

attempting to direct economic development through planning.
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Although the extent of planning varies from country to
country, most governments want foreign investment for what

it can contribute to the desired pattern of economic

e
development. Foreign participation is often acceptably only

on these grounds.

Vi

3. 'The difficulty of reconciling corporate and host

country goals increcases the potential for conflict between
governments and MNCs. Governments are adopting increasingly
) restrictive regulations covering these firms. National

.

sensitivities are rising, especially as regards the exploita-

tion of natural resource, and companies operating in key
sectors are beiné forced out. Thus, the prospects for MMCs .
will depend on their willingness and ability to adjust to
the new business clirate. .

4. The Latin American political and econcmic eavironment

is only part -- albeit and important one —- of the censidera-

tions for US firms. Investments elsewhere to gain access Lc
impoitant markets, to provide.new sources of raw material

C‘ B ) (P00
or to secure higher profits are~moaq\attract1ve and  e-ibean,

less risky. During the 1960s, for example, US bnsiness

invested heavily in manufacturing in EC countrios ia crd=rt
to maintain continued access to EC markets. Fupds alzo S1awa:l
into mining in Australia and Canada to feed US irdustoios'

lowt to

re

growing need for raw materials. Higher investmzucn

other regions reduced the Latin American share of U5 di.act
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foreign investment from 30% in 1960 to less than 20%
1972,

Business Climate for Multinatioral Enterprise

National Attitudes

5. The business climate for MNCs in Latin America
and the Caribbean has been shaped by certain negative

‘attitudes toward foreign business which are expressed more

. . . < . .
sharply in some countries than in ojFthers. Foreign investors

have often been accused of exploiting host countries to
increase profits without considering the countries' economic
interests. They have been accused of removing local resources
for their own benefit, paying low taxes, investing in activi-
ties that are largely capital inténsive, bringing in their
own managers but little technology, and exerting undue
influence over local governments.

6. On the other hand, many Latin governments and business
leaders are aware of the economic irportance of MNCs in the
area. They recognize that often the MNCs have brought in
financing not available from domestic sources; have expanded
employmenﬁ; have increcased exports, and have introduced advanced
management and marketing techniques. Nations.needing capital
and advanced technology continue to seek MNC participation
often'in contravention of their own statutes, although non-

US investors frequehtly are preferred to US corporations
because of a desire to reduce a predominant dependence on

the Us.
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Provisions for Toczal Control

7. Curront foreign investment policies of mr st Latin

American countries aim at restricting foreign participation
in basic industry and infrastructure and guaranteeing
favorable terms for themselves. Such .policies are only the
most recent manifestation of Latin Anerican government

intervention. Some raiiroads znd other public utilities

were nationalizced earlier in this century. In QELu recent
years, public investment and creation of government enterprises
in such key scctors as petroleum and steel have been used to
reduce foreign influence. Legislation also has been passed

requlating foreign ownership shares and profit remittances.

8. Basic industrie;, such as petrolsum in..Mexico and
Brazil, often are reserved for the state. In Perun, industries
eventually to be in the hands ¢ the state include steel, non-
ferrous metallurgy, chemicais, znd bhanking. Transportation,
communications, and some mining in Mexico, airlines, shipping,
and mass-media in Brazil, nmust b= owaed Lv nationals. In
Mexico, all firms not resarved Lo the stake by o Mexican
ownership must have at lLeast 51% lucul cwpershlo ufter pericds
negotiated with tihe companios. Meanwhila, a sorticn of the
profits must be distributed to tlie caglovess as shares in the
company.

9. BSome geoverameénts also ragulace vapital Liows and the
conditiony of transfers of taecnanlogy. Poru limics srofit
renmittances of 14% of invesrad saplcal; ﬂ:ﬂnntina, 12.5%.

-4 -
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Rules governing transfers of technology are aimed at gaining

some local control over its use and the prices charged for

importing it. In Mexico, for example, all technology trans-

fer contracts must be registered. Registration is denied

“if the contract restricts exports of goods using the technology,

limits local research and development, or establishes

excessively long periods of payment for the use of a particular

technology.

Flexible Interpretations

10. In practice, each country interprets the laws to

the benefit of its own national interests. Generally intre-

pretations tend to be flexible and foreign investors are

often treated more favorably than the law allows, particularly

when foreign investment provides new technology, employment,

and exports.

1. In Peru, mining companies which did not meet invest-

ment timetables lost their concessions, but the laws are

frequently loosely applied, especially for small firms.

Mexico tends to interpret loosely its requirements for 51%

local participation. It does enforce sections of the foreign

investment law réstricting particular industries to the state

or to national ownership. Venezuela appears to be strictly

enforcing the new President's executive decrees concerning

the phasing out of most foreign capital in marketing and

services and is moving to nationalize iron mining. Although

Approved Eor Eelease
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Brazil has relatively few lows restricting foreign invest-

rent, the government has usually required najority national
ownership in mining andg shpports large state-owned firms in
such basic industries as steel. Prasilia, however, may be

feevalﬁating this position because of the worlqd enexgy

situation and is consicdering allowing foreign participation

in the dowestic search for oil.

The Position of Multinational Corporations in Iatin America

12, Multinatienal Corporations usually prefer to have
wholly-owned subsidiaries ip foreign countries. Increasingly,
‘they are being forced to accept partners. In Brazil, for
example, US Steel and Nippon Steel areAminority owners with
the government minicy corporation, Cia, Vale do_ Rio Doce,
of the Cerra dos Carajas iron mining project. Many manuZfactur-
ing firms also hare taken local partners, but tend to retain
control. Ford oparatinas in Arazil fail into this category.
Even if rajority vuners: L3 in local hands, companies can
be flexibla, safecn}r' A0 Lheaiy interests by influencing
Ranagenent: and using thei: voting power in sharsholder mestings.

M 2o wes Mriira
Value olflnveycank
4 | PLLAYES o

3mmenc in Latin America and the
wbous 5.7 annually since 1940, In 1972,
the beok ralue of thig invzstnent was $26.1 billion (see Table 1):

Venazuela, Nrazil, maxieo, Panaea,l/ ang Argentina accounted for 03 .

L. Most o7TERTE FE I E T Tan: " sents l.ookkeeping
: : o ¢85+ These invesh-
ments Ao noh zesuls gn Signd ¢ pital investronts to that

counooy.,
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14, US investment in the Caribbean‘has grown rapidly

E in recent years. Since 1960, its share of the area's invest~
: ment has grown from 12% to 20%. Most funds going to the o
é - Caribbean have keen channeled into mining and smelting
3

operations, particularly bauxite ventures in Jamaica.t/

By 1972, nearly one-half of all investment in mining in the

area was in the Caribbean. At the same time, funds also

flowed quickly into petroleum facilities in the Caribbean.

15. On a country basis, the largest flows since 1960

Lhave been to Brazil; in 1972, it was the largest recipient

of US investment., The largest share of capital flows to

Brazil since 1960 have entered manufacturing, Investment

in Peru and Venezuela grew slowly through 1972; in Chile, it

declined 85% as US copper mines and other enterprises were

nationalized. 1In 1973, US investment in Peru also dropped

with the nationalization of some US firms.

16. Us firms are involved in many sectors of Latin

economies. In 1960-72, funds flowed into the manufacturing

sector most rapidly, raising its share of total US investment

in the area from 20% to 33%. The share in extractive

industries fell from more than 50% to less than 40%.2/

. . “f/c")_ifi I
17. US investors are the largest single source of \capital

in Latin America and the Caribbean. US investment represents

about two-thirds of total foreign investment in Mexico, in

l. The share in the Caribbean will change sharply as a result
of recent Jamaican actions against foreign bauxite holdings.

2. The loss of copper investments in Chile alse affected the
relative shares. o

-7
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Argentina, néarly cne-half. Although Brazil's rapidly
expanding econony has attracted sizable amounts of private
capital from Europe and Jeopan, the US s5till accounts for nore
than one-third of: foreign investment

Recent Trends

18. In recent years, investors have adeotad new organi-
zational arrangements : ¢d to new sectors to ensure
continuing participation in Da Anerican wmaricets., Joint
ventures with private divid in manufacﬁuring and sa2tvice
enterprises and with govara s i ] .r~ctivn lndustrie
have‘become inucr2asingly lmporTiand Managerent and technical
-assistanca coﬁﬁr'\ or consniting services constituce even
newer forms.

19. Investors also Ry nad o cede 1o goverpment
demands 20 seduade mae oumaT ;I‘:. ign managers and train

GATDTULANTY, ~alcs sitions.
are
eign companies

datlonalive=d. <hli= nationalized US copper mines

and Vanezawa sdc2nnly wanncuacad that the 1333 reversion date

tha oLl lnoustry woull e advanced.  Caracas also indicated
that it wi ST fLtvs oovrassdd In internal commerca to

nlac=2 3¢ 5 enelv sharaes Lor .aie on the local market.
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Anong the firms affected by this action is a largely locally

managed Sears, Roebuck and Company subsidiary in which
employees held 20% of the equity.

20. Firms. operating in what are considered to be key

economic sectors are prime candidates for nationalization,

even if new and progressive. For example, the Peruvian

government natiénalized several fishing firms in 1973.

21. The terms of nationalization are seldom completely
satisfactory to either party. Governments often use book
value as their guide to the. value of assets; companies push

for current market value. Settlement is often reached when

the.government wants to attract new foreign management or
technical assistance. This presumably was an important
factor in Peru's compensation agreement with the US for
firms nationalized after 1968.

Prospects

Existing Firms

22, Although the situation will vary from country to
country, it is all but certain that the Latin American
environment will become increasingly uncomfortable for
existing MNCs. ‘Much will depend on how new government po;icies
and controls are implemented in two key countries -- Argentiné
and Venezuela. Rapid and sweeping implementation could pro-
duce an absolute decline in the book value of US investment

in Latin America because of divestitures and the impact on

-9
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reinvestment., A more measured pace, particularly if

accompanied by rapid economic growth, could result in little

change in the recent rate of growth of new US investment in

the area.

23. Where they are permitted to do so, existing MNCs

will remain in operation to salvage as much of their invest-

ment as possible. Many will be able to hang on, and some to

prosper. The most successful are likely to be those who

contribute directly to local economic development e.g., by

supplying advanced technology‘and management skills and
increasing employment.

24. On the whole, manufacturing z=nterprises, particularly
those producing for export, will fare better than extractive

enterprises, because the nationaiistic pressures for local

b

oy
)
4

control over the latter are greater. Many companies will Le

forced to reduce their share of ownership by divesting to tha

state or to local cpaital, with compensation that will nftan

R T Or e

<~."’. b o

s,

be inadequate. On the positive side, as local citizens

1 le»LI VLU

a larger stake, they will provide a local souras of cunital

L& -y

and a growing political buffer between the company and the utarvs,

25. Former owners often are intercstad in continuineg

association with the nationalized firms. If they can La

assured. of a continuing supply of raw matarials, some

TLlris

in extractive industries may participate nnder managemsat

Wl

technical assistance contracts. I¢

park ¢f Lhe cowmpen:asion

is in bonds, such association is in pocnant in guarantosing

~10-
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future payment. Governments also frequently want continuing

association. Although managers and technicians can be hired,

the former owners' long experience with the company are
advantageous in insuring smooth operation. Participation by
former owners may also ease marketing problems.

New Entrants

26. The fate of existing companies will obviously have
an impact on new entrants. Even if the climate remains
hospltable, new business entrants w1ll be undertaking activity
in the area on new terms. National sensitivities will continue
to grow, and there will be continuing demands for greater
local control'and for greater participation by local capital.’

27. Successful foreign investors are likely to be those
rmost flexible in adopting new methods to participate in Latin
American countries. Joint venture arrangements for investing
in manufacturing and some service operations are likelv to be
important. Other significant methods will include consul<ing
and technical assistance companies which have 1i:tle o no
investment in facilities but which contribute tichnrolosy and
skills. These investment forms would lead =o an exvardasd
presence for many MNCs even if their share Aty

28. Many foreign firms are willing to
in order to obtain needed raw materials

markets, if the profit arrangements are

- 11 -
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arc also willing to participate in local companies with less

then full cwnership.
29. Conflicts nay arise despite flexibility on the part ﬁ'

of the MNCs. Because the requirements of industrial nations 1.

for imported raw matecrials will continue to grow, foreign

firms will push for participation in the extractive industries.

But, it is here that local sensitivities are the greatest,

and where the greatest potential for conflict between host

countries and investors exists.

Effcct on the Econonmies : . B

30. A reduction in direct foreign investrent need not
reduce the total supply of foreign capital -available to Latin
American countries, or their rates of growth. ..Only 20% of
the total foreign capital flow to Latin America consists of
direct private investment; most of the rest is private credit.
In Brazil, for example, where direct foreign investment plays
an unusually large role, direct investment represents only

about 25% of total capital iuflow and less than 10% of

domestic investment. Long-term private credit is the mdst
important foreign source of capital in the region; it
accounted for more than 50% of the total flow in 1972.

Official foreign aid accounted for about 30% of the total.

3l. Most private credit is attracted by sound indigenous

economic policies, and by economic success. If these condi-

tions are present, credit is likely to be available even if

direct investment is discouraged. If these conditions are

-]12~
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absent, all foreigﬁ capital inflows will be discouraged. In
Argentina, political instability has impeded growth more than
fluctuations in the flow of direct foreign investment. Brazil,
by contrast, has attracted sizable amounts of foreign private
capital because of its rapid growth, sizable market potential,
and political stability.

32. Direct private investment remains importané to
economic growth in certain situations. Where a business is
a going concern which produces a fairly simple product with
a ready market, such as is the case with most raw materials,
it is possible to operate with credit and hired expertise.
It is less feasible to do so when a country wishes to estab-
lish new industries, particularly those requiring sophisticated
production and marketing techniques. To interest foreign
companies in such new undertakings, governments will have to
give them a substantial financial stake and considerable
freedom of action. This is one important reasdn why joint
ventures are likely to become increasingly important in the
area. | )

Efforts Toward Collective Guidelines

33. Prospects for a regional or world wide policy towaxd
MNCs in the next few years are dim. The report of the United
Nations' Group of Eminent Persons on NMCs suggested developing

a code of conduct, but did not suggest such a code for raw

materials cartels. At the recent meeting of Latin American

Foreign Ministers in Washington, a Group on Transnational
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Enterprise was established to prepare a report on principles
applicable to MNCs for the next ministerial meeting in March
1975. The first Group meeting is scheduled for August.

31, Deep divisions between the United States and the
Latir. American nations and among the Latins themselves, make
determining even the scope of the problem and the procedures
for tackling it difficult. The United States wants the
Group to consider the conduct of both the government and
the MNCs. Additionally, the United States wants to apply
international law as a guide to company and country action.
The Latins tend to view the problem in a narrower national
context, wanting only to control the actions of multinational
firms, and to apply national rathekr than international law.

35. Subregional groups have also failed in attempts to
regulate the activitioes of foreign investors. Although the
original fivevAndean Pact menbers formulated a volicy covering
foreign companies wiszhing %o participate in intra-Pact trade
behind a common external tariff wall, the members cannot agree
on uniform application ©f “he rules. Bolivia, Chile, and’
Colombia believe tha coun i3 slowing foreién investment.

Each member is now upplj;nq only those portioﬂs cf the codé
with which it agrees and discussions aimed at modifying the

code are being held.




Book Value of US direct Private Fereign Investment
in the Western Hemisphere by Sector 1960, 1972

(millicn

1960 1972
Mining and Mining and -
Smelting Petroleum Manufacturing Other Total Smelting Petroleum Hanufacturing Other

South America 310 2,576 1,079 1,179 5,746 765 2,725 3,578 1,562
Acgentina . . PITE 472 e 836 555
Brazil 76 515 : 169 1,745 440
Chile . Y 2 - e * 110
Colcmbia 92 ' o - 327 : 150
Paru . ' ) ' ELI ) i . . 208
Venezuela o : C180 ) : . 1,586 . . 599
Other South America o 23 o nl - 258 © 168

Mexico . S . ’ . 32

Central America T . 20 ’ ' . .34

Panama - 56 s 323, 405 19

Cther Central Amerzica : 48 . 11 Co2177 3l 15 . 362
Caribbean*s - 259 405 29 326 1,019 . ses - 330 1,119
1,325 2,664 4,827 2,363 11,179 * 3,490 11,587 5,387 25,784 -
2,656 5,781 " 6,346 4,711 19,494 5,277 17,152 9,868 41,917

2é2 to the totals shown because of rounding.,

bb;én Izlands, except Cuba; plus the Caribbean mainland entities of Belize, Guyana, Surinam, anad
@ Rahamasand Eermuéda. : . -

Source: Eazed on Department of Ccrrerce data . Because the reports are based on a sarple of
US firms ard the information.is then applied to estimates frem an out-of-date 1957 benclkmark survey,
the Coamerce Department states that the ". . .estimates given in this article may be subject to a
significant margin of error. -..,." Moreover, book value data are only what -the property is valued at
in the company beoks, not the curregt market value or the replacement cost, both of which.would

protably be much ,J.argq;. s .
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